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,{_f,-;INvENTDR Y-SALES ratics are fre-
-‘gquently used te evaluate current hold-
cings of inventories and to project this
“yolatile component of GNP. The use-
“: fulness of these ratios stems from well-
~lmown regulprities in their behavior.
“Cwolically, they sra inversely related to
" business activity: they tend to rise as
. sales fall and fall as ssles rise. Ovar the
- longer ren, managerent is always eager
“to reduce I-3 rafios, and this desire
'may have intensified. Tachnolegical de-
_velopments, for instance improved
transportation snd increszing use of
computers, facilitate the redumction of
I-8 ratics. Factors such ss these may
have accounied for whatever secular
~declipe in the raties can be identified
in the postywar period.

Howaver, from time to time major
irregularities in I-3 ratios crop up, and
it s important to wnderstand their
causes 50 that the ratios can be used
judiciously. A major event of this type
veourred in 1966 when I-3 retics rose
repidly and, contrary to genersl ax-
poctation, remained high for a pro-
longed period. It may atill be remem-
berad that many forecasters of the
business outlook went wrong because
they foresaw a decline in inventories
that never oceured. The major purpose
of this study iz to nnelyze the causes of
this Irregulavity in 1966 and its in-
fluence on smbsequent I-5 ratio pat-

_terns.! A brief account of the 1961-65
period provides the background for this
analysis,

The IS ratios for this study were

Norg—Douglas B. Foz asalsted in the prepar-
Atlan of this study.,

1. Apotber $udy What conconteted on this penled came

o ponclusiaig peicliy smilr to thes btlow. Gro Buary
Eoagordh, “'Cument Invoutery-Saks  Rebsklonshi
Brookligs Fapesa o Baanemie Aoy, 10001, pp. K1-140,

caleulated on a guarterly basia using
sensonally ndjusted end-of-quarter book
value inventories  and  sensonally
adjusted averags monthly sales far the
quartar. These book value dato undergo

By CAROL S. CARSON

“Tnventory-Sales Ratios in Manufacturing and Trade, 1961-72

adjustment before use in the national
meome and product accounts. ITn these
necounts, inventories used up are uni-
formly valued af replacement eoat.
Their wvolnation in bock wvalue data

—_ CHART 12
{nventaries, Sales, and Myantory-Sales Ratio for

Total Mamafacturing and Frae
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depands on the particular sccounting industrial coversge of the bock value That, m combination with n-mdaral:ra

method employed and in geners] diffarg
from replacement cost. Further, the

date is narrowar, but greater industrinl
dotadl is availahle.

Decline in the Inventory-Sales Ratio, 1961-65

THROUGH 1861, the movement of
the I-8 ratio for manufacturing and
trade firms was dowinated by the pat-
tern of cyclical rise and fall (chert 1).
The decline from 1.5% to 1.50 during
1961 can be viewed as a retreat from
the high level of the 196061 recession
as inventories were first liquidated and
then accumulated at & rate slower than
- that st which sales recovered.

The ratic recorded a graduasl but
steady decline from 1862 to the first
quartar of 1066, when it reached 1.45.
Ip eddition to developments in spe-
cific industries, there were general fac-
tors that probably contributed to the
slower growth of inventories than of
sales. Whila sales grew steadily, capags
ity ufilization and order backlogs in

I, CHART 39

Imventery-Sales Ratios for Masiifacturieg
and Retal and Whelesale Trade
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manufacturing incressed only moder-
ately at lesst through 1984, imdicating
# relatively easy supply situation. Also,
& long pariod of industrial price stabil-
ity dampened the motive to hedge
againet price incraases.

The declina in the I-5 ratic from
¥961 through the end of thizs peried
wag pronounced in manufacturing
(chext 2}, Most mannfacturing indus-
tries, hoth dursbles and nemdursbles,
showed » decline in the ratic over this
period. The principal exceptions were
the avtomobile and aireraft imdustries,
neither of which showed any decisive
downward movement in the ratio. For
mannfecturing as & whols, the -8
ratios for stocks of finishod goods and
of materials and supplies both dealinad
from 1961 to 1965, while the ratio for
work-in-procass inventorises held steady.

In the trade seetor, it is diffieult to
identify & tremd. The I-8 ratio declined
gredually for merchant wholesalers
from 18962 through late 1964, reflecting
the declining ratio for durable goods
wholeszlers, Thereafter, reduced levels
of sales of furniture and homefurnish-
ings and of lumber and construction
meteriale—relaied to the weaknees in
housing =sctivity-—pnshed the raiios
higher for wholesalerz in those two
Cenzsus Bureau “kindz of business."

apward movement in the ratio for the
wantomotive group (largely iroporters
snd auto perta dealers), precleded fur-
ther decline in 1965 in the ratic for
durables wholesalers and wholesalers
overall. - The ‘ratic for nondurables

* wholesalers, representing over half of

wholesale trade volume, is dominated
by the stability of the grocevies and
Taluted products group and s was
stabla throughout the peried 1961-65.

Tha I-8 ratio for retailers declined
from 1061 to 1962; therzafter, it was
roughly stable with disparate move-
tnents in the components. The gverall
ratae for nondurable goods retailers,
who accounted for approximately two-
thirds of total retail enles, was steady
in the period 1961-85. This reflected
& very steady retio for the food group
with mild offsetting movements in the
general merchandise and “all other”
groups. The ratio for the automotive
group advanced during 1962-65, as it
did ovar the 1960's as a whols. This
uptrend wss parily caused by the pro-
liferation over time of sute models and
accessories, as well as the compatitive
desire to provide quick delivery. In
the case of nonantomotive durable
gaods deglers, the ovarall IS ratio and
the ratios for component kinds of busi-
ness during 1061-85 reffected fairly
elaxr alternations between periods of
nising sales with relafively flat inven-
tories apd rising inventories with rela-
lively flai seles. As in wholesale trade,
the period of rising ratios, comprising
most of 1964 and early 1985, corresponded
with the period in which the waalmess
in residantial eomstruction had an im-
pact  on  Jumber-building-hardware
dealers and fumniture end eppliance
dealers.

Ratio Rises to a High Platean, 1966-6%

BY 1965, factors in the geperal eco-
nomic situation tended to sncovrage an
increase in holdings of inventories rela-
tive to sales: capacity utilization was
approaching moderately high levels,

slowar deliveries were becoming more
frequent, and prices were riging more
rapidly. Reflecting such fectors, man-
ufacturing ond trade firms added $10.1
billion to their inventories between the
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fist . quazters of 1965 and of 1966—

gbout twice as much as the average
armual addition during the 3 previous
years. However; sales advinced strongly,
increasing 332 Dbillion during the
seme period, and the I3 ratio dropped
to & 15year low at' the beginning of
1968, Thereafter, -the situation altered
significantly as zales advencad slowly,
inereasing only $2.2 ballien through the
first quarter of 19687, and the seles
slowdown evidently wesulted in =ome
unintended inventory aecurpulation.
Firms added -$15.1 biilion to ther
inventories batwsen the first quartsrs
of 1986 and of 1667, and the I-5 ratio
inerensed sherply over that period from
1.45 to 1.58, a level that was maintamead
through the rest of 1987. Compuared
with other three- or four-gquarter ig.
cregsea in the ratio in the years since
World War 1T, this advanca was second
in size only to that which oceurred
during the 1950-51 upsurge related to
the ontbresk of the Koresn war

In addition fo these developments
usnally associated with a recession,
the rise in the ratis during 1966 was in
part caused by the impast that higher
military spending had on specific manm-
facturing industries. Manufactuarers thus
affested and ofhers in the machinery
snd  nonaviomotive  transportation
equipment industries, together with
dealers in ceriain dvreble goods Jnes
of trade—electrical goods, and ma-
chinery, equipment, and supplies in
wholesaling, and furnitore snd appli-
ances, and “all other” durables in
retailing—largely account far the guite
high and steady ratie for totel mann-
facturing and trade through the 1967-8%
pericd. In peneral, the movements of

the ratios of component industries and

kinds of business showed greater diver-
sity during 1967-69 then they had-in
1861-465.

Manufactiring

Producers of nondurablez were naot
greatly effected by the slowdown of
foonomic grmvth in lats 1966 and early
1987. The rise in their oversll I-S ratio
was mild, and for those induastries in
which a cyclival type of rise oceurrad,
corrections moved the ratio baclk to or
nesr earlier levels by late 1947 or
early 19682

SURVEY OF CURRENT BUSINESS

Producers of dorables encountered a
dowing of sales expansion in 1966
followed by & widespread sales decline
in the first quarter of 1967. This
slowing and decline occurred m most
industries, although it was less notice-
shle in defense-related production. In-
ventory accumuletion, apparently un-
intended- to some depree, contnued
throughout the sales slowdewn, and the
resulting rises in dursblas preducers'
I-8 ratios were generally steep.

By mid-1967, the ratios had begun to
move lower in most major durables
industries. By mid~-1848, the ratios for
manufacturers of instruments end ra-
lated products, stone-clay-glass prod-
ucts, and “all other” durables had
dropped back below their 1965-65
averages and close to the levels of eazly
1966. Complicated by the threet of o
mid-1968 steel strike, the ratio for
producers of primary metals moved ir-
regularly in 1967-68, but by the final
quarter of 1960 was back almost to the
1966 1w, The retio for producers of
fabricated metals resched its lowest
point in the decade in the first guarter
of 1968, rose as & consequence of the
girike-related inventory buildup, and
after the strike was averted again

- moved lower,

The ratic for producers of motor
wvehicles waz slightly higher and its
mavement more irreguiar in 1967-68
than in the early 1960°s. The major
groups of dursbles not yet accounted
for—aireraft and electrical and nonelec~
trical machinery—may be combined
for further analysis into the Census
Buresu's merket category “squipment
and defense products (except auto-
motive).”

Egquipment and defense products
1t will be shown below that the high

. ratio for dursble goods menufecturing

during 1967—6% is largely attributable
io the equipment and dafensa produsts
markes proup. When a rouph division

l
Lelag 1nte
Jnwentary nlﬁ

ﬂuhlliur.and u—mmihwpummnw uptk s kel
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of that mearket group is made, defense
producis industries had greater influ-
ence in raising the I-8 ratio for that
group then did producers’ capitzl goods.
Further, a large part of the upward
shift in the ratio of poeds-in-process
inventories to sales for durables manu-
facturing can be traced to defense
products industries.

The influence of a particular compo-
nen$ on the I-S ratio of an aggrepate
dapends on the waight, or impor tanee,
of that component within the aggregate
end the I-S ratio of the component.
Therefore, the influence of the equip-
ment and defensa praducts gronp on the
ratio for all durables manulectiring can
be fwaced to twe elemenis: {1} the mix
of industries, ie.,, the importance of

I CHART 20
Manufattoving mvestory-Sales Ratlos
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equipment and defemse products within
dursbles manufacturing; (2) the I-5
ratdo of the equipment and defense
products group. The second element is
in turn separable into: {2a) the mix of
industrtes within the equipment and
defense produciz group; (2h) the I-S
ratios within the equipment and defenze
products group. The slements are re-
viewed in turn below.

To examine the first element, the
industris]l mix is measured by the per-
centage that shipments of the compo-
nent industry or gronp are of total
shipments. Shipments of equipment
and defense producis averaged 24 per-
cent of total menufacturing durables
shipments during 196385, expanded
during 196667 to 28 percent, ond
Temoined at 27 or 28 percent through
1u60.

The upper panel of chart 3 presents
the data for axamining the second ele-
ment. I¢ shows that tha I-5 ratio for
equipment and defense producia is high
relative to the ratio for the rest of
durables manufacturing. It slse shows

SURVEY OF CURRENT BUSINESS

plving the equipment and defense
products group’s recorded I-3 ratio
for each quarter by the percentage that
the shipments of that group were of
total durables shipments for that quar-
ter. The product is the numhber of
points that the two clements together
confribute to the I-3 ratio for durable
goods manufacturing. As is shown in
the lower panel of chart 3, equipment
and defense producis gava significan
upwerd push to the ratic for durshles
menufeciurers through 19#67: from the
first querter of 1966 to the fourth
gquarier of 1967, this group contributed
19 points of the totel net mise of 29
poinés. Ths number of points con-
tributed by this group hald steady at o
high level through 1963, parily off-
setting the eifect on the total durables
menufacturing ratie of the decline in
the contribution of other industries.

The relative influence of the two
elements can be roughly measured as
follows. Tirst, the I-3 raiic for the
equipment and defense producis group
is held copstané while the indusiial

F&bmry. 1971s

value sach -quarter. This. isolates the
change in the number of points due te
the changing I-5 ratio. Sueh separation
shows that, from the first quarter of
1966 to the fourth quarter of 1987, of
the 19 points’ eoniributed by equip-
ment and defense producis to the rise
in the durables ratio, 10 points were
duve to the incressing importance of
equipment #nd defense products in the
industrial mix and 9 points were due to
the rising -1-5 ratic for this group.
Then, during 1#565-69, & rising I-5
ratio for eqgiupment gnd defense pro-
ducts offset a decline in this group’s
importance in total manufecturing dur-
sbles shipments. -

As noted above, the behavior of the
I-5 retio for the equipment nnd defense
products group can be analyzed by
conzidering two elements—the indus-
trinl mix within the group and I-3 ratios
within the group. To do this, the group
was roughly divided inte defense prod-
ucts industries and producers’ capital
goods industries. In the period 1966-

2. ‘Tixese are the Coneps Boveay's Yabd"" gadad, which haove
heen mrhﬁih

thet the ratio for equipment and defense  mix in dursbles manofacturing is al- s FW%HMM
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80 the two components were subject to
distinctly different demand situstions
which diversely affected the industrisl
mix and the I3 ratices.

The share of defense products in-
dustries within equipment snd defense
preducts increased from 44 percent st
the beginning of 19668 to almost 53
percent by early. 1968 and declined
sieadily thereafter. In contrast, the
[-5 ratio for defense products industries
rose substantially thredgh 1969, Thus,
from 1966 into 1968, the changing
mix within the aguipment and defense
products group and - the rising -3
ratic for defense produets industries
both were operating to raise the I-5
ratio for the group. However, frem late
1968 onward the two elements weare
Jargely oifsetting.

The major fastor contributing to the
rizing ratio for defense preduets indus-
triee during 198669 weas the continued
very zharp rise in the ratio for air-
eraft producers, which had an impast
even thouph their share of defense
produects industries sales declined sfter
eerly 19066. Communications equip-
ment producers had both a gradually
riging I-5 ratio and, sfter late 1987,
& vising share of sales. The movement
and the high level of I-5 ratios in
these industries reflect expanded pro-
duction, in thiz case defensze prodoe-
tion. Characteristically these industries
have lonp manufacturing leadéimes.
As 5 result, the inventory aceumuls-
ton relative to sales was largest in
goods-in-processd- This was partisu-
larly striking in the mircraft indoscey.?
This development had & clear impact
on the goods-in-process I-S ratio for
total durables. That ratio, which had
been stable during 1963-65, rose sharply
from mid-1966 to mid-1967, and
remained high throngh 1869. The
rise in the gonods-in-process I-5 ratio
that can be attributed to the mircraft
industry occounted for roughly one-
half of the rise from mid-1966 to

LY :Inilar Patmmmubamuddufm thee Eorsman war
bualldap, Ssa "*Dietibotion and Trands of M '
Tnventorian by Stage ol Fobricaton, ' SVavEY of CUMREST
Boapepan, Murch 1088, P &E-

G, The ng'wm =E riha For lvamspoctation #q
Imeatit rgtd dromn (88 In the st qoerter of 1965 to 1.4 In
fourth qumrter of M- Finat stags of inbricatlon detall by
industizal ment i3 rot avodlabh on the
hﬂlﬂl’dﬂhﬂ‘amﬂwhnmﬂ Bervey gf fures 0L t
Fowsonalsle ¢y ul-tﬂlmk the riza 111 ktha geodr-ineprocess
Pt for e i prnes it n-ml.-.r to the sircralk
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.m.idilﬁﬁ*r in the total durables ratio.

Then, as the goods-in-process. I-5
ratio for all ather durables fell halfway
back to the early 1966 level, the
still rising retio in the aircraft industry
sustained the totel (fable 13,

The sharo of producers’ capital goods
industries in the equipment and defensa
productz group dropped during 1966
and 1987 and . increased steadily for
the ramainder of the period. The
I-8 ratio for capital goods rose sharply
from mid-1966 to mid-1987 and then
eteadied through the end of 196s.
The 1D66-67 rize was associnted with
B decline in sales. This was the first
period of depressed activity for this
group in 4 years, so that some difficulty
in adjusting inventory was t¢ be
expectad. Subsequently, sales showed
sirength dwing the lest hallf of 1968
and the first helf of 1969 when the
I-3 ratio dropped moderately for sev-
eral quarters. Thus, during 1966-G7
the [-3 ratio for capital goods producers
was rising, but their share in the
equipment and defense products group
was felling; in 1968, chenges in both
factors were amall; only in 1969 did
they move together to give a moderate
upward push to the I-8 ratio of the
equipment and defensa preducts group
{and thus to the ratio for total durables
manufaciuring). On the whole, then,
the net effect of the two factors was
not large,

Trade

Tha merchant wholesslers’ -3 ratio
moved wp during 1088, resching »
plateay in the foueth quarter which
held threugh the next 3 years, The ratic
for wholesalers of nendurable goods
showed o slight upward trend after
1966 but generslly moved little. Tha
slowdown of economic activity in lata
1966 and sarly 1967 hed a widesprasd
impast on durables wholesaling; sales
loveled off and then declined, causing
subatantinl inventory buildup &nd
higher I8 ratios. The ratios for most
linez of durablez wholesaling mowed
lower aver the naxt 2 yeavs, back to
levels which had prevailed hefore the
1966-67 Tunup. Howevar, there were
two clear sxceptions that waore largely
responsible for the dursbles wholesaling

45

ratio bemg hizher during 1947—69 than
aarliar in the deecade. The Tatic for
electricsl goods dealers dropped some-
what after the first quarter of 1967, but
becausa the 1967-09 ratios in both the
consurmner and the industrisl sepments
wern higher than they had bean. serlier
in the decade, the ratic stabilizad at &
high level in contrast to the downérend
in the first hall of the decade. The ratio
for the machinery, equipmeni, snd
supplies group remaimed well above
earlier levels.

The ratio for retail dealers rose very
sharply in 1966. It then fell gradually
and by the end of 1068 had returned
almost to the 1963-65 level. The ratio
for nonantomotive durables Tose in
1966 and 1967, az =ales slowed in 1966
and declined enrly in 1967. The ratio
remained high during the next 2 years
as the net ragult of diverse componant
movements, In the lumber-building
hardware group, which had had a lerge
sales decline in 1986 and & mteep rise in
the I-8 retio, the ratio moved down
aver the perind 1967-6%. However, the
ratic for the furniture and sppliance
gronp did not decline after the 1966~67
rise. Within that group, the ratio for
appliance-TV.radio stores hed shown &
gharp rigr in 1964-66, and the 1966
leval was maintained in 1967-8%. The
nead to carry inventories of color as
well a5 monochrome TV's mey explain
this shift. The ratio for the heterogene-
ous "“sll other” durables category—
including outlets for jewelry, bocks,
sporting goods, secondhend goods, op-
tical goods, farm equipment, and
bicycles—oontinued to cise sharply
through mid-1968 and was the major
source of subsequent sharp moves in
the overall ratic for nonsutomotive
durables retailers. Because “‘all other"
durables is an inventory-intepsive
grouping (the I-5 ratic vered between
3.00 apd 4.00), sharp rises snd falls in
the ratio ere generated readily, es-
pecially by fluctustions in sales, as was
the caze during 1967-62.

A drop in automotive dealars' sales
in the first quarter of 1866 resulted in
a sharp rise in inventories and an even
sharper rise in the I-S ratio. Seles alse
fell in the fourth guarter of 1266 and
markedly £o0 in the first quarter of 1967.
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This I-S rstio remained high through
early 1967 and then fell sharply in the
second and third quarters of that year.
A atrike distorted the ratio late in 1987,
but it then mowved steadily up, con-
tinuing the wptrend of the 1960%.
The ratio for nondurables rotailers

SURVEY OF CURRENT BUSINESS

ramained steady in 1966-69, due mainly
to continued stability in the ratic for
the food gronp and offsettmg move-
ments elsewhere—up & fow points in
the case of the peneral merchandise
group and down a few points in the
case of “'all other’" nondurables.

Recession and Recovery, 1969-72

THE movements of inventories, sales,
and the I-5 ratio during the 1889-T0
recession end subsequent recovery can-
tzast significantly with movements dur-
ing the other postwar recessions and
recoveries {chart 4). In contrast to the
inventory liguidations in other reces-
gions, totel manufacturing end trade
inventories continned a steady rise
throughout the racent racassion. Tha
conirast is especially sirildng in the
behavior of durahle goods inveniories,
which in the past recessions sccounted
for most of the typical inventory ligui-
dation. In the recent recession inven-
tories of durables advanced each
quarter. This advaoee in manufactur-
ing and trade invenfories produced the
largest cydlical pesak-to-trough rise in
the I-S ratio of the five postwar reces-
sions even though the dip in total seles
wasz comparativaly mild.

There ware significant differences slso
in the recovery phases of the business
cycla. In othsr postwar recoveriss, the
ratio reached a minimom by the third
or fourth querter afiar the trough snd
then turned up. The minimums ranged
o 88 percent to D6 percent of the
ratio’s valhie in the business cyele peak
quarter. In the latest racovery, the
ratio has daclined rontinuously as sales
growth has cutpaced invantory growth.
However, thoungh profractad, the de-
eline was mild. Four quarters after the
trough the ratio was no lower than it
had been at the pesk, and it was only
in the fourth quarter of 1972 (3 quarters
after the trough) that it was down €o
93 percent of the pank quarter value.

In terms of genersl factors, this
unusual inventory pattern is probably
related to fulfilled expestations: first,
85 evidence pointing to recession

mounted dering 1968, expectetions
counseled moderation in inventory ac.
cumMation; gacond, onee the recession
began, expectations that it would bha
relatively short and mild counseled
against extensive inventory liquidation.

Manufacturing

Daring 1970, =ales of both durables
snd nendorgbles declined, while in-
ventories continued to inerense throuph-
out the year, As a result, by the fourth
quarter of 1970 (the eyelical trough),
the I-3 ratio for total manufacturing
reached the highest lavel of any post-
war recession {even aftar abstracting
from the effect of the auto sirike in
that quartery. In 1971 sales recovered
rapidly, while inventories did not nd-
vapce, turning the ratio down. The
ratio has moved down ginee, and by the
fourth quarter of 1972 it was close to its
1966 low (table 2). .

The retio for nondurables advaneed
through 1970, and thereafter moved
down steadily. By the end of 1972 it
was at the lowest quarterly level of
the posiwar pariod. The durables ratio
ross steeply in 1970, advancing from 1ts
1967-60 platsau by the same relative
armount 9s it had during 1966-67. Even
thongh the retio reached an unprace-
dented high dus to the racession and
auto sirike, it dropped so sharply each
quarter theregfter that by the end of
1972 it was very close to the 1863-865
average.

Moet durobles ratics new stand close
to or even below the 1963-65 lovel
Howsaver, the ratio for the pircraft in-
dustry remains bigh. This ratio had
vigen very sharply during 1970 to wali
over 500 and averaged sbout the same
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duripg the first three quarters of 1971,
Bales fell off daring those guarters ang
goods-in-process Inventories {which pre.
dominate in the aireraft industry) rose
steeply at first aud then declined meod-
erately. Beginning with the lourth

NS— CANT 2)
Contractien and Recovery Conarisoas:
Wnventorles, Sales, and lnveatory-Sales
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quarter of 1071 the eatio dropped
25 gales prowth outpaced imventory
crowth, but in tha fourth quarter of
1872, at 4.57, it Ternained higher then
its pre-recession plateau.

Because of tha continuing high ratio
for the sircraft industry, the ratio for
the equipment and defense products
group 85 a whele remaing above the
1963-65 level. If sireraft is taken out of
that group, the residnal ratio is back
down to the 106365 lavel Kough
divizion of equipment and defenss
products, as in the sardier saction of the
stody, shows that the ratio for pro-
ducers’ sapital goods i= back close o its
196365 sverage, largelyr hecanse the ratio
for the nonelectrical machinery group
hae reached a new low for the 1061-72
period. The ratio for defense products
industries is held up by the aivcraft
industry, even thouph the ratio for
communieations equipment, the other
major component of defense products
industries, has fallen 80 percent of the
way from its 1970 peak to its 1963-65
lewel, _

Thea breakdown of durabls goods in-
ventories hy stage of fabrication reg-
isters the impact of the high ratio that

cari be atiributad to aircrafé. The I-5
ratios for finished goods and for mate-
¥iale and supplies are below their 1963-65
levels, while the ratio for goods-
in-process inventories, although falling,
is well above its stendy 196365 leveal.
If transportation equipment, of which
aircraft ‘is a component, is exeludsd,
the goods-in-proscess T-3 ratio for dur-
ablas i85 now below its mid-1960°s
mininuam.

Trade

In wholesale trade, lockluster sales
growth during 1970-71, eoupled with
continuously rising inventories, re-
sultad in & moderately higher and more
variabls I-8 ratie than in the yesars
immediately preceding. Some deeline in
the ratio took plaee in sarly 1972, The
kinds of business largaly responsible for
the higher levals in 1987-68 than in
1963-65—electrical poods, snd me-
chinery, equipment, and supplies—
continue to have high ratios and nre
Tespongible for maintaining the overall
durables ratic at & bigh level, The non-
durables ratio is in line with the long-
term trend.

The uwatailers’ ratio, having rizan
gently during 1960, remainad level
through 1970-71 and fell off sharply in
1972, By tha fourth quarter it was about
equal to its lowest levels in the early
198)'s. Tha I-3 ratic for nondurables
has continuved penarnlly steady, with
perhops e slight upward movement in
1971 and 1972, In durables, tha ratio for
antomotive dealers, which had been
rising in line with its trend, hit 2 high
during the auto strike of the fourth
quarter of 1970, Since that Hdme tha
ratio hag moved sharply lower. At firat
sales incrensed more rapidly than inven-
tories and then, from the fourth quarter
of 1971 to the third querter of 1972,
ankto inventories (and as a result {otal
dursbles inventories) declined. By the
end of 1072 there was evidencs that the
aube group’s inventories and the -3
rotio—which is at the 1963-65 level—
ars lower thon dealers would prefer. In
other durable goods lines the ratios
hove been genernlly falling since esely
1970, and by the end of 1972 ware
lower than in the early 1960's. Only the
“s11 other” durables group has a rativ
well above the 1963-65 lavel.
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Conclusion

Itis apporent from she preceding dis-
cussion thet I-5 ratios for all groupings
except aireraft and wholesals trade are
back to 1963-85 or lower levels. These
are uousnally low levels, because it is
unlikely that whatever long-term down-
trend in 1-5 ratios is operaiive can fully
account for them,
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The I-3 ratios in sircrafi remain
higher than and in wholesaling are aquel
to the plateaus to which they climbed
in 1966 and remained during 198769,
but are lower ithan the ratios renched in
the subszeguent recession. In tersns of
the evaluation of more aggregative I-5
ratios, developments in the siroraft
indusity are of importeoee because of
the high level of the ratio and ita preat,
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varighility. An assessment of the futur
influence of the I-8 ratic in the aiveraf
induztry iz difficult not only because i

is difficult to forecast the futore courss
of preduction and sales in fhis industry
but alzo because it is difficult to fore:
chst tachnologicol and ather develops
ments which moy lead to changes in
the I-5 ratios irrespecive.of the pat-
tern of production and sales.

It's Your Duty ... A
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